LARGE AGRI CULTURAL COOPERATIVES: ON THE ROAD TO WHERE?

V. James Rhodes*

The cooperative and the commpn-stock corporation are highly flexible forns of
busi ness organi zation. The cooperative has been put to use by people with
highly divergent interests and beliefs. This diversity |leads to sone
confusion as to how cooperatives are perceived by both menbers and
nonnenbers.

Thi s paper suggests some of the variety of uses of cooperatives and devel ops
a certain evolution over tinme. However, the paper does not attenpt a history
of cooperatives. This presentation highlights by its inconpleteness.

There can be little doubt about the basically anticapitalist ideology of the
famed Rochdal e weavers. The 34 Rochdal e pioneers included nore socialist
thinkers than weavers (Bonner). Those early British cooperatives enphasized
nutual aid, equality, denocracy, decentralization, and the poor instead of
conpetition, hierarchy, and unlinited&ccumlation (Wles).

U.S. agricultural cooperatives owe as much to the American frontier as to

Eur ope. "Cooperating” in barn raisings, threshing, and other |arge-scale
activities was a virtue born out of necessity on the frontier. [t was a
short step fromshared | abor and shared machinery to shared enterprises
serving essential needs for insurance, farmsupplies, or sinple marketing.

O course, there were personal and intellectual connections with the European
cooperative novenment, and the so-called Rochdale principles were wdely
adopted as guidelines.

Sixty years ago one of the founders of our profession with an intense
interest in cooperatives, E. G Nourse, enunerated the Rochdale fundanentals
and discussed their then-current relevance. The three fundanentals were:

1. Reduced costs through increased efficiency and/or reduced services;
2. Popular distribution of savings (net earnings);
3. Denocratic control --one-nenber/one-vote

Nour se argued that each of these fundanentals was a protest against perceived
shortcom ngs of the econony. First was the perception of a wasteful system
that had nuch excess capacity and that provided several services for which a
| arge market segment would prefer not to pay (e.g., retail credit in 19th
century England). Nourse argued in 1922 that U S. farmers still perceived
cooperative opportunities for reducing overcapacity, streamining services,
and reducing sone of the other costs associated with nonprice conpetition
among investor-owned firns (IOFs). A few years |later the new theory of
nmonopol i stic conpetition would explain why conpetitive markets coul d have
overcapacity and extra costs while being at a zero-profit equilibrium

*The aut hor appreciates hel pful reviews by James Shaffer, Harold Breinyer,
Charles Cranmer, and C. Brice Ratchford.
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The second conplaint arising from Rochdal e days was the belief that

st ockhol ders should not be the residual claimants of firns. That
anticapitalist notion was the justification for cooperatives paying m nimal
interest on capital stock and paying out the rest as patronage refunds. By
1922, Nourse saw clear erosion of the basic conplaint. Amrerican farmers
shared no anticapitalist ideology with labor. Nevertheless, the principle of
patronage refunds still was strongly held.

The third perceived shortcom ng was the closely allied belief that economc
control of IOFs by stockholders (and often a relatively few of then was
basically antidemocratic. Wile a cooperative, even as an IOF, is a union of
peopl e and capital, the cooperative ideol ogy enphasized the primacy of the
peopl e. Nourse notes that U. S. cooperatives still were hol ding tenaciously
to the one-nenber/one-vote working rule. Denpcracy of control fitted well
with American populist ideas and the antitrust sentinents of the early 20th
century. There also was the pragmatic perception that denocracy is very
conpatible with the cooperative philosophy of bringing together farners with
a conmon need.

Nour se sunmari zed by noting that cooperatives have been utilized by three
social classes--each attenpting to enlarge its class share of the fruits of
the econony. Labor tried cooperatives but soon turned to trade unions.
Consumers tried cooperatives with little success except in England where
Nourse astutely observed that they had overreached and were on the way to
socialism Farnmers, only mildly class-conscious in Nourse’s judgnent, have
used cooperatives in a very pragnmatic way to inprove their position in the
econony.  Their purpose has been "functional reorganization" rather than
"conprehensi ve economic regeneration" (Nourse 1922).

In Europe and North America, nost agricultural cooperatives were organized
in reaction to agricultural distress. In Europe it was the agricultural
crisis of the 1880s that spawned many farm cooperatives (Natronale
Cooperatieve Raad). The Gange in the 1870s organized cooperatives and
supported populist causes. Later the Farmers' Alliance in the South and the
Farners' Union and eventually the Farm Bureau hel ped to organi ze nore |ocals
(Bakken and Schaars). Al though farm cooperatives were part of a general
reform novenent and were seen as a corrective to the unequal bargaining power
of farmers, their nmenbers placed themin a capitalist perspective.
Cooperation per se was extolled as virtuous but the dominion of the narket
was accepted.

Sone Cooperatives Becane Large-Scal e Organi zations

Regi onal cooperatives developed in the early 20th century in a variety of
ways. Farm organizations often pronoted them In a few cases, able
entrepreneurs, seeing the opportunities to serve locals, devel oped the
regi onal organizations. For the first time in the U S experience somne
cooperatives becane large firns after World War 11.

Wi le American cooperative theory, as previously shown by Nourse, had adopted
readily to capitalist cooperatives, it had not foreseen | arge cooperative
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firms and their inplication. Nourse had fought the Sapiro cartel concept
whi ch was certainly conducive to large cooperatives.

Nourse'’s views were to be characterized |later as the conpetitive yardstick
role for cooperatives. The objective of cooperatives was to stimulate
conpetitive performance but not to supersede other business forns.
Cooperatives could serve a real purpose by entering agricultural markets in
whi ch services were inadequate or were provided inefficiently. Once
cooperatives had innovated superior nethods or broken a nonopolistic

bottl eneck, Nourse urged a halt to further cooperative growh.

**[ Cooperatives] should then be content merely to maintain ‘stand by
capacity, or a 'yardstick' operational position rather than try to occupy the
whol e field or a dom nating position within it. In sone cases, they may be
well advised in entirely term nating operations once they have stinulated
regul ar commrercial or manufacturing agencies to conpetition anpngst

t hemsel ves” (Nourse 1945).

Study of |arge-scale organizations indicates the small probability of the
managenent of any large firm-cooperative or IOF--taking a passive standby
position or termnating the firm because its objective has been
acconplished. Any large-scale organization is greatly different froma smal
organi zation. A hierarchy of managenent devel ops bureaucratic procedures.
In large firns, there is a greater gulf between owners and nanagenent.
Boards of directors find the large firmless easy to conprehend and the
performance of its nmanagenent nore difficult to evaluate. The operating
phi | osophy is not the conpetitive yardstick but rather: This firm nust
survi ve.

Sonme |later witers of the Chicago school have abandoned the tenuous argunents
that IOF stockhol ders have either the notivation or the institutiona

mechani sns for directly nmonitoring the behavior of managenent (Fama).  But
they insist that effective nonitoring exists. The nonitoring is by the board
of directors, which generally consists of top nmanagenent plus sone

outsiders. According to this view, the nationw de narket for manageri al
talent notivates nanagers to be good nonitors of each other and to be hel pfu
to board nenbers in assessing performance. The stockholders' indirect role
is exercised through their narket-revealed attitudes toward the firms

stock. A bearish attitude conveys a negative signal. Likew se the
attentions of a potential raider stinulate the nonitors and managenent.

While there are obvious differences anong nodern theorists as to how

conpl etely the market does pressure the managers of |arge-scale corporations
to keep their shoulders to the wheel and their noses to the grindstone, there
is a conmon enphasis on conceptualizing the firmas an organization

Various authors stress various views of the large organization. W/ liamson
enphasi zes the hierarchial nature of the firmand the advantages of fiat in
solving certain transactional difficulties arising out of the inevitably
conflicting goals of firm nmenbers. Galbraith, inpressed by the breadth of
technical information assenbled in nobdern decisionmaking, refers to the firm
as a hi erarchy of commttees. Fama and Jensen focus on the organization as a
nexus Of witten and unwitten contracts anong managers, enployees,
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suppliers, and custoners. [If somehow all those contracts were to be
destroyed in one fell swoop, the organization would have likely lost its
ability to survive. The focus on contracts enphasizes the pervasive

i npi ngenent of the markets for people and commodities on the decisionmaking
within the organization

Earlier in this century, Conmons anticipated nuch of the current discussion
about transactions and firms as organizations. A firmis a going concern--"a
visible, tangible, living body of men animted by a comon purpose** (p.144).
There is no facile assunption that a firmis nothing but a nmoney-making

machi ne.  However, such an organized mass novement as a firm expects incone;
if that expectation fails, the promsed corporate imortality is a casualty.
A going concern exercises purposeful control over property and people. The
menbers of the organization are guided by two sets of working rul es--those
internal to itself, and the external rules and |laws of the state. To a

consi derabl e extent the state has granted industrial self-governnent to those
aggregations exploiting economes of size. Everyone in a going concern has
sonme discretion in performing his or her duties (the higher the rank the nore
the discretion) and thus each contributes to "the collective will." A going
concern is a set of transactions guided by the precedents and custons of the
past. As an association, a set of future transactions may be antici pated
extendi ng beyond the expected life of any individual in the group. Wrking
rules for an organization are essential "to hold together in a continuing
concern the overweening and unlimted selfishness of individuals pressed on
by a scarcity of resources" (p. 138). Working rules are all of those |aws,
regul ati ons, business ethics, and norms that guide transactions anmong people.

Commons's view of the firmconplenments that of those who focus on narket
forces. Commons focused on rules and customs that evolve in a society to
handl e interpersonal relationships. Conflict within and between associations
of people is recognized as inevitable. The working rules define duties and
rights and the processes for the achi evenrent of sone common purposes by an
organi zation.  These working rules guide nuch of the self-monitoring and
board-nonitoring so central to nunerous nodern theories of the firm These
wor ki ng rul es evol ve as perceived circunstances change. What is right and/or
| egal for a manager in 1950 is not necessarily identical to what is right
and/or legal in 1980. Wat a society expects of its industrial enmpires will
change with accunul ated experience, and those changi ng expectations will

i mpact on the working rules according to Commons.

Red ink on the bottomline can lead to belt-tightening (i.e., new corporate
rules), dismssals of |ower |evel nmanagers, and, at the worst, to selection
of new top mamnagers. Management teams may reflect other market forces as
they set goals for themselves of continued growh in sales or in net

earnings, or the continuity of stable dividends. These market influences are
interwoven with the working rules already described. The size of top
executive conpensation and the depth of the associated perquisites is decided
within the context of both narket conparisons and ideas of equity. Simlar
forces affect the wage contracts negotiated with the unions
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Cooperatives and IOFs

The cooperative has nuch in common with IOFs--more commonalities than
differences. The differences arise less in market forces inposing on them
than in the set of working rules that apply to each type of firm In view of
the anticapitalist origins of English cooperatives, there is irony in the
difficulties frequently perceived in distinguishing |arge regiona
cooperatives from other large corporations in our capitalistic econony.

The cooperative board is structured to have nore independence from managenent
than is the case with I0Fs. GCenerally nenbers of managenment, with the
possi bl e exception of the president, are not voting menbers of cooperative
boards while IOF boards typically have several menbers from managenent. The
el ection of cooperative boards also is structured to be representative of the
broad range of menbers via denopcratic voting procedures and the absence of
proxy voting. The typical IOF board is a self-perpetuating closed group
except when a crisis or a raider breaks the network

Whet her the actual performance of a cooperative board is nuch different from
an IOF board still is the subject of nuch debate. A lot has been said about
the possibilities that farnmer board nmenbers are too unsophisticated and
uninformed to nonitor managenment effectively. IOF boards often include
outside experts in finance and marketing while cooperative boards rarely

i ncl ude any nonmenbers. If there is wi despread apathy ampong voters--as m ght
appear rational when nenbers nunber in the tens of thousands--then the
cooperative board nay becone a sel f-perpetuating closed group. Undoubtedly
the degree to which the structural potential for "owner control" actually is
realized depends on the quality of |eadership and acceptance of cooperative
ideals in both the cooperative board and managenent.

Cooperative growth--and even survival- -depends on a continual infusion of
capital. I f cooperative ideals are assumed away, then each nmenber tries to
mnimze their capital contribution. It is frequently observed that nmenbers
are reluctant to subscribe to new capital and that they want their dividends
in cash. Management, to preserve the organization, must protect it against
the chipping away by individual nmenbers that would destroy it. Menbers nay
perceive as enpire building by nanagenent the actions that nanagers perceive
as proper stewardship of the organization. The debates about plans for
equity redenmption and all ocated versus unallocated reserves reflect--anong
other things- -attitudes as to whether rules on capital should be used by
nenbers to control cooperative size (Cobia et al.; Royer; Mirray).

The Hunter Cooperative

Those who guide the long-term planning and deci si onmaking of large firns nust
deci de the range of potential activities that will be considered. Mny firms
have been committed to a single industry. For generations, the famly firm
may have been in a single business: t ent maki ng, banking, or whatever. A
railroad firmwith its imense fixed assets has been presuned to remain a
railroad firminto perpetuity. Al the great advantages of industry know how
were passed down through the years as assets--intangible but val uable.
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However, technol ogical advances frequently have invalidated single-industry
conm tnment.  The harnessmaker faced a disastrously declining demand. The
railroad encountered a no-growth future. The railroader was encouraged to
consi der himself or herself in the transportati on business, not the railroad
busi ness. The final step was sinply to consider hinmself or herself as being
in business--free to enter and | eave industries at will as he or she hunted
for the best opportunities for the firm

Moder n busi ness school s have stressed the flexibilities of good managers.
Their MBAs are trained to manage anything in any industry. The |arge

congl onerates of the 1960s and 1970s epitonized the hunters. Go wherever the
dol lars beckon

The hunter firmmay | ose sonmething in its unbounded chase after earnings.
Peters and Waterman's best seller, |n Search of Excellence, suggests that
excel l ent performance requires commtments to certain values involving
custonmer service. McDonalds is committed to QSCV (quality, service
cleanliness, and value). [IBMis conmitted to service of the business
machines they sell. People are buying IBMs hone conmputers because they
believe IBMwW || be there to service themwhen many other firms are gone
IBMs conmmtnent, as much as its relative size and strength, are the bases
for that belief.

Peters and Waterman argue that earnings are a necessary, but not a
sufficient, condition for a firms excellence. Profits are like health, they
say, necessary and the nmore the better. But also like trying to be healthy,
one does not focus exclusively on getting profits. Fortune conducts an
annual survey of executives concerning the nost admired |arge corporations
(Perry). "The npost admired U S. conpanies believe that their ultimte
success depends on how they are perceived by the public. ... Repeatedly,
corporations with first class reputations are seen to put quality, integrity,
and respect for the custoner alongside profits on the bottom line" (p. 56).

In 1983, Dow Jones was second only to IBM anong admired conpanies. Dow
Jones's CEQ Warren Phillips, is quoted as saying: "Lots of conpanies set as
a goal maxim zation of earnings, return on equity, etc. W set high
standards of performance in terns of content and quality. Financial
excellence follows from that" (p. 54)

Commitnent to service and to excellence obviously is not identical with an
unchangi ng commitment to a single line of activity. A conmtted service

har nessnmaker still would have gone out of business. However, a commitnent to
service and excellence is even further away fromindi scrimnate
profit-hunting. The committed firnms do not view thensel ves as solely
financial managers seeking the top dollar of returns. The conmmtted firns
nove with technology and with the times but they strive to be experts in a
limted set of activities, not in anything and everything.

Omners of nost |arge IOFs generally do not determine the firnms' l|ong-run
strategies. It is the firms enployees and especially its top management and
directing board that set a corporate culture and the |ong-term objectives.
Despite el aborate attempts to argue otherwi se (Fama; Fama and Jensen), the
rel ati onship of ownership to firmdirection and control for nost |arge I0Fs
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generally is seen as exceedingly tenuous. Moreover, because IOF owners are
sel dom ngj or custoners of their firm they really do not care about its
custoner service and conmitnents so long as the earnings are produced
somehow.

Cooperatives are different from IOFs because many or all of their customers
are their owners. Cooperative owners care about conmmitment to customners
service because they are the customers. In the beginning, the cooperative
was set up by its potential custoners to serve their needs. The
cooperative's owners demanded the firms commtment to thenselves as
custonmers. The classic cooperative with its special formof vertica
integration of farmand agribusiness is the epitonme of conmmtnent.

Shifting Menbership to Support Cooperative Gowh

The life cycle of the classic cooperative was as follows: Set up by nenbers
for a specific purpose; served that purpose for decades; disbanded when no

| onger needed. This classic life cycle doubtlessly has applied to many
smal | er cooperatives. It does not apply to the large regionals

The participants in any large organi zation generally desire its survival as a
mninmumand its rapid growth and prosperity as the standard. \hile the
performance of any firmis affected by its economic, political, and cultura
environment, nmuch depends on the quality of its participants and the way they
interact. Theorists such as Fama conceptualize a firmas a nexus of
contracts ampbng the participants. Wile this concept properly enphasizes the
val uabl e coordination of specialists made feasible by the firm it lacks a

fl esh-and-bl ood dinension. As WIlianmson and Leibenstein enphasize

contracts must necessarily be inconplete so the exercised discretion of the
people in a firmis an inportant factor in firm performance. Firm
performance is a social achievenent and, as such, is quite variable anobng

or gani zati ons.

Large cooperatives frequently face lack of growh or even decline if they

stick with their original purposes and their original menbers. [t is hardly
t hi nkabl e that a cooperative managenment will so conmit itself to its origina
pur poses and nenbership as to accept firm stagnation or decline. It is

difficult to fault such nmnagerial decisions. The question is how far shal
the cooperative swing toward the other extrene. Shall it become an
aggressive hunter, seeking new nmenbers and activities wherever a profit seens
likely? How readily shall it drop old activities and menbers when associ at ed
earnings shrink? Wat equity issues arise in transferring the cooperative
owners fromthe old set of owners to the new set?

Cooperative theory has hardly recogni zed the issue of a cooperative
abandoning much of its menbership. Mich has been witten about "disloyal"
menbers deserting their cooperative, but not the reverse. Theories dealing
wi th cooperatives with large earnings generated by market power often have
argued that an influx of nmenbers will dissipate the excess earnings.

However, much of cooperative theory inplicitly takes an existing menbership
as a constant. When econonists have nodel ed agricultural cooperatives, they
have often included the earnings of both the organization and a given set of
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farner nenbers. One considerabl e debate concerned whether the cooperative
even shoul d be considered as a maximzing unit separate fromits individua
menbers (Phillips vs. Helnmberger and Hoos). The one group of cooperative
papers that relates even indirectly to this menbership issue is that on the
revol ving of ownership equities associated with death, retirenent, or other
reasons for menbers' |eaving the cooperative (Cobia et al.; Royer; Mirray).

Hunt er cooperatives may contribute in some ways to nore conpetitive narkets.
An alert and sophisticated cooperative managenment can |ikely organize a new
cooperative activity better than can a group of producers organizing a
cooperative de novo. The large existing cooperative is likely to have a
better appraisal of markets and of input costs and be better at producing
information. In some industries, the entry barriers are sufficient that de
novo entry is difficult while the existing regional cooperative can nore
readily project its capital and nmanagerial skills into those industries.

It can be argued that nmany of the cooperative successes of the past half
century have been achieved by cooperative managers enlisting nenbers and
devel opi ng cooperation rather than by farmers buil di ng cooperati ves.
Federated regionals often are built top down by a cooperative that captures
the business of locals rather than bottomup by locals uniting to create a
regi onal

O her Issues Associated with Hunter Cooperatives

There are various ramifications of this new organi zational force. Menbers
are obtai ned by "merchandising" rather than by their own organizing
Consequent |y, mnenbership loyalty is lost in two ways: (1) The new nenbers
had no particul ar occasion for developing loyalty differently fromthe way
cooperative satisfied custoners of IOFs might develop it; (2) the old nmenbers
l'i kel y become estranged as they perceive the resources and interests of
"their" cooperative being diverted into new fields. Managenment of a hunter
cooperative nust devel op expertise in seeking out profitmaking opportunities
and in selling its board on them--in much the sane way an IOF does.

Managenent finds it nmore difficult to keep in nmind the cooperative's basic
obj ectives when the menbership base is not a constant, but a variable that
can be manipulated. Serious equity issues arrive when capital contributed by
one group of menmbers is switched to the use of a new group (see next

section).

In the case of federated regionals that provide farm supplies or market
grains and oilseeds, their hunting |leads to conpetition with other regionals
and with IOFs for the business of |ocal cooperatives. The |ocal cooperative
often winds up buying feed fromone regional, fertilizer froma second, farm
chem cals from an IOF, and fuel froma third regional while marketing grain
through a fourth. In such a situation, it would be surprising if any sense
of a cooperative systemor of particular cooperative |oyalty would be

devel oped by either the |ocal management or its farmer nenbers. Another
hunting result is intensified conpetition among regionals. The head-to-head
conpetition of regionals for the business of locals and the various
"invasions” of one regional's "territory" by another regional |eads to
cooperatives beconming npst uncooperative with each other.
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Still large cooperatives are not likely to becone as aggressive and
far-ranging hunters as the conglonerate I0Fs. The old owners do exercise
sonme voice for restraint in their cooperatives through various channel s,
including the elected boards. Boards typically are- torn between continued
service to old nenbers and the tenpting potential profits of new, but |ess
famliar, enterprises. The difficulty of cooperatives in raising new capita
is another inportant constraint. Some cooperatives have ties to State farm
organi zations that tend to delimt their market boundaries.

When a hunter cooperative tends to stand sone traditional cooperative ideas
on their head, is it worthy of Capper-Volstead protection and the support of
the cooperative comunity? The answer may depend on where the cooperative
falls on the commitnment-hunting scale. A cooperative that is genuinely
conmitted to the interests of its current menbers and serves themwith

ent husi asm and dedi cation and hunts only as necessary to maintain the

organi zation is serving those needs that Capper-Vol stead was neant to
support. A cooperative that is strictly an earnings-oriented maxi m zer and
that does not allow service and current nmenber interests to get in the way of
such earnings maxim zation has a | ess obvious claimto uniqueness. Even the
cl assic defense of .the cooperative nonopoly--that it does not really
nmonopol i ze because the flow through to nmenbers of earnings encourages
producer supply response rather than supply restriction--wuld not apply to a
cooperative managenent that diverts its earnings into devel opi ng new
enterprises and markets. The difficult cases are those in between the polar
cases just discussed

Cooperative | eadership needs to deal nore openly with this issue.
Cooperatives are a special formof vertical integration undertaken to obtain
efficiencies, to secure continued access to narkets w thout fear of

opportuni stic exportation, to reduce uncertainty, and for other reasons.
CGenerally those objectives require commitment. A menber whose cooperative
can abandon hi mor her at any tine does not have much incentive to be a
menber. But a cooperative that can never turn away fromold nenbers is
likely a firm condemmed to eventual insolvency. Hence a mddle way nust be
foll owed between the twi n dangers. Understanding and statesmanship by
cooperative | eadership--mnagement and board--is essential to maintaining the
nerits of committed service cooperatives while allowing that freedomfor the
cooperative to seek new avenues when it is essential to the continued
economic viability of the organization.

For exanple, nore attention needs to be given to the equity issues within the
cooperati ve. Because risk capital is hard to get from nenbers, nmanagers
typically make it even nore difficult for the menbers to get it back

Consider the following scenario. A marketing cooperative has served
successfully a group of menbers (designated as Set A) for 2 decades and has
built up a net worth of $100 nillion. However, denand for the crop produced
by its nmenbers is dropping and eventually the first loss is encountered--a
mllion dollars in 1 year. Managers decide that net earnings likely could be
restored to $5 nillion a year by shifting activities to serve a largely new
group of menbers (call them Set B). Wen should the shift be made? Should
there first be a mpjor effort to cut costs and/or restore demand so as to
continue serving Set A? The true hunters would say the cooperative should
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shift imediately. Set A nmenbers might reply that the cooperative can shift
when their net worth of $100 million is exhausted, which inplies a shift in
100 years! Alternatively, the Set A menbers might demand their shares of the
cooperative in cash. O Set A nenbers mght demand that all capital and
expenses associated with Set B nmust be provided by Set B producers.

Qoviously, there is a genuine and major conflict of interest between Set A
menbers and nanagenent.  Conpromni ses need to be found that are acceptable to
all. The bargaining problemis simlar to those discussed by Staatz.

oligations and Legitinmate Activities of Cooperatives

Cbservers are frequently struck by the extent to which the young, able,

m ddl e- managers of cooperatives deny the uniqueness of their organizations.
Have | arge cooperatives |ost their uniqueness and their rationale for being?
Does the management of cooperatives face a set of obligations and legitinate
activities that differs fromthose of IOF nanagement? This section is
directed at those people who have trouble with these questions.

Cooperative nmanagers seemto agree that their goal is "to inprove the
economi ¢ position of menbers (French et al.). The goal is roughly simlar to
that of "profit maximzation" that is generally attributed to IOF

management . It seens that nuch of cooperative managenent views these two
goal s as having simlar or even identical inplications for firm nanagement.
They are not identical

| believe that the useful ness of the cooperative to its nmenbers depends on
three conditions

1. The degree to which its nmenbers can rely on the cooperativi to serve
their specialized needs in vertically adjacent operations;

2. The degree to which the cooperative can provide an economc return
over time (higher marketing prices and/or |ower input prices) as
conpared to conpetitors;

3. The degree to which economc returnsin the entire market have been
i mproved by the presence of the cooperative

The third condition--an externality- -is Nourse's conpetitive yardstick
While it nmay have been sought by a cooperative's founders, it tends to becone
invisible or at |east unconvincing to |ater generations of nenbers (see

Rhodes). Thus, we ignore its possible relevance to the obligations of
cooperative managenent.

Gbligations of an IOF Managenment to Its Oamers

Managenent is expected by IOF owners to:

1. Operate within the |law and the general culture;
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2. Not nmislead owners or potential owners as to the financial position of
the firmand its reasonabl e expectations for future profits;

3. In some general sense, maxinmize net earnings over some vaguely defined
time span.

Beyond that brief list, managers of today's |arger IOFs--with board
approval - -are relatively free to operate as they please. Mnagers of a
railroad or chemical factory are free to nove assets into other wholly
unrel ated busi nesses consistent with these obligations, even if such noves
may be inconvenient to current customers. Managers are free to shift
services, adopt new practices, close facilities and do whatever else is
consistent with the |isted expectations.

ol igations of a Cooperative Managenent to Its Omers

Managenent of a cooperative is generally expected by the owners to:
1.-3. Follow the rules listed for IOFs;

4. Provide, where feasible, the services desired by menbers and continue
to provide them as long as feasible;

5. Fully informmenbers so as not to nislead themin any way--not even in
ways generally accepted as |egal and noral;

6, Deal properly and fairly with each group of customers and their
i nvest nents where various products and/or services are handled (i.e.
do not cross-subsidize enterprises too nuch).

I ndependent economic units do business with each other in a free marketwhen
transactions are to their mutual benefit. \en pairs of firms find
thenselves to its nmenbers depends on trading regularly, they may place nore
enphasis on the worth of the continuing business relationship than on the
gai ns of each specific transaction. Nevertheless, no firm can expect that a
trading relationship will survive any significant series of transactions that
is unprofitable for one or both parties.

Firms, including farmers, with needs for specialized inputs or for
specialized marketing services nust find someone to performthe service or
must perform it thenselves. Econonies of scale in farming and in the

adj acent input and narketing stages usually are different enough that farmers
cannot individually integrate forward or backward. However, they often have
united as a cooperative "to performa service for thenselves." Over tine,

t hose cooperatives often have expanded into other services and other
territories. Eventually, the cooperative- -a separate legal entity”--may
find it uneconomic to continue to performa particular service or operate a
particular facility. The affected farmers cannot expect that either a
cooperative or an IOF will continue indefinitely to engage in astream of
losing transactions.
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Cooperative owners have sone legal and noral clainms to the cooperative's
assets. In many cooperatives, the discounted value of those claims for any

i ndi vidual owner is relatively small because equities are rotated slowy and
sonetines not very dependably. The clainms of ownership then becorme |largely a
rather intangible claimto service (cooperative obligation no. 4). It is
this dual owner-custoner status that nakes cooperatives unique. The clains
to service are defined by custom and procedures rather than hard and fast

laws and regulations. Each obligation contains such significant nodifiers as
"where feasible" and "properly and fairly." No menber can be absolutely sure
of service. The early rural electric cooperatives (RECs) took pride in
serving everyone even if the practice nmeant running a line an obviously
uneconom ¢ distance to an isolated farnstead. In times of high interest
rates, hard-pressed REC boards and managers no longer will subsidize such

di stant customers.

Suppose a regi onal cooperative that enphasizes mlk narketing and farm
supplies finds that its poultry operation is losing nmoney according to the
cost accountants. If the accounting nunmbers are bad enough, the poultry
menber surely will lose his or her claimto service. If the nunmbers are a
l[ittle better, but not good, a "political decision" nay determne his or her
claimto service. Certainly, the cooperative nenber, as an owner, has a
*right** to expect some consideration and some cost justification for a

| oss-of -service decision, while an IOF nanager is free to nake such deci sions
Wi t hout providing any consideration or justification to his or her custoners.

Suppose a farm supply cooperative has been built through the efforts of
managenent and many relatively small farmers. As tines change, the nanagers
perceive that the larger volune of business lies with |arger farmers. They
propose to transfer the assets "owned" by the smaller farmers into facilities
and practices that will serve better the larger farners but will largely
abandon the present "owners." Wuld it be surprising if the current owners
exercise a claimto service and if they argue that nmanagenent is failing its
responsibilities? In the game-theoretic bargaining discussed by Staatz, the
smal | farmers may have little bargaining power to enforce their noral clainms.

In summary, one of the unique obligations of cooperatives is a conmtnent to
the continuation of past and present member service that goes beyond that of
the IOF. Wiile there is no easy or lucid way to define the difference in
conmitnment, it exists and its existence is inmportant. A frequent criticism
of cooperatives is that they stay too long in |osing businesses. The
presence of such criticismsuggests that many cooperatives have stayed with
their conmitnents |onger than have I0Fs.

The dual custoner-owner status of cooperatives applies to the probl em of
providing information and avoi di ng deception of any sort in advertising and
all types of comunication (obligation no. 5). It is unlikely that
cooperative managenent will "inprove the econonic position of nmenbers" while
m sl eading them A farm supply cooperative should view itself as the

procur enent representatige of farmer menbers; instead it often views itself
as marketing to farmers. The difference is inportant. A profit nade by
exploiting the ignorance of cooperative nenbers is an enpty profit indeed.
Again, the differences in management practices of cooperatives conpared with
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many well-run, consuner-oriented I0Fs will not be large. The point is that
the very nature of the cooperative denmands a custoner-benefit standard of
conduct that is beyond that of the ordinary IOF.

The sixth obligation of acooperative is very close to the fourth. Because
of the custoner-owner duality, the conglonerate or diversified cooperative
faces some special problenms of equity. Oaners of an IOF have no concerns
about cross-subsidization of enterprises within a firmas long as they
contribute to the firms objectives. But the cooperative that markets

w dgets and gi dgets has probl ems when the w dget producers are different
people from the gidget producers. Assuming that there are "econom es of
scope" that justify the union Zf the two enterprises on a cost basis, each
group benefits from the other. Then each group can afford to share a bit
when there is a need for investnents or for neeting a shortfall in cash
flow. However, neither group can expect a continual subsidy. An econonic
limt to cross-subsidy can be defined. \Wen either group is potentially
better off without the other group in the cooperative, the limts of
cross-subsidy have been reached

It is tempting for cooperative managers to use the funds avail abl e regardl ess
of the lack of relationship between the groups (enterprises) generating the
funds and the groups that will benefit from them Farmer groups usually are
patient about cross-subsidy within cooperatives when it involves the short
term and relatively small sums. Menber perceptions may differ wdely from
reality. It frequently is easy for significant cross-subsidization to occur
wi thout farmer awareness. However, if sonme crisis devel ops, farnmers may

i magi ne far nore danage fromcross-subsidy than has in fact occurred. Thus
managenent bears a special responsibility to try to keep cross-subsidy within
the econonmic bounds previously specified. Cooperative policy in funding new
enterprises generally should be that the new group nust provide its own
capital ("each tub sits on its own bottom'). It also is proper to insist
that the "accounts" should be assessed as the average of several years rather
t han each group trying to obtain its precise share of benefits each year
Situations should not be allowed to arise that will cause farmer-nenbers to
beconme obsessed with keeping score

Soci al theorists have had great difficulty in explaining the rationality of
loyalty or any allegiance to a group that seens to contradict imrediate
self-interest. The best answer to date seens to be that many individuals
recogni ze the problemand are ready to foreswear free riding if they are
convinced that a reasonabl e nunmber of others will natch their behavior
(Quttman).  The voluntary contributions to the dairy PACs (political action
committees) by thousands of dairymen is a case in point. Under those
assunptions of matching behavior, one's actions nake a difference and it
becones rational to support the cooperative rather than take a slightly
better option elsewhere

To sum up this section, the custoner-owner status of cooperatives continues
their uniqueness. The differences of cooperatives from IOFs create different
obligations for nanagement in the three areas of: (1) continued service of
current menbers needs as defined by nenbers, (2) full information in sales
and service, and (3) limtations on internal cross-subsidization.
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Sunmary

A cooperative is an organi zation |inking assets, business activities, and
people in a distinctive way. The dual status of people as both customers and
owners of the cooperative- -with earnings distributed according to customner
patronage--has been the inportant constant in cooperatives. Mich el se has
changed about cooperatives in the past century. The large agricultura

regi onal cooperative is far different in organization, managenment, and

i deol ogy from the Rochdale weavers' cooperative. Mirre changes can be
expected as the cooperative's participants continue to adapt it to their
current needs.

The ultimate cooperation in the regional cooperative is between nmanagers,
board, and nenbers as they devel op an organi zati on that adequately serves al
their needs. A cooperative nanagenent does have some obligations to the
owners that are unique to cooperatives. A cooperative managenent faces
tighter constraints on its actions than the nanagenent of a congl onerate
IOF. Menbers of a cooperative expect a high degree of managerial conmtnment
to nenber service. It is gratifying to note that some of the npbst successfu
I0Fs have a deep commitment to customer service. Instead of being a burden,
the cooperative's nmenber conmtnent can be a shared mssion that energizes
and guides the entire organization.

Some firms are hunters --continually seeking new activities in any parts of
the econony that pronises a better return on investnent. Omers of IOFs may
appreci ate managers that are aggressive hunters, although the |ong-run
consequences may not be as inpressive as often suggested. Hunter
cooperatives present a special problem A conflict of interest can develop
qui ckly between the old nenber-owners of the cooperative fearful of |osing
service, capital, and influence and the new nenbers. These very divisive
potentials need to be faced squarely. In a changing world, it is usually
unreasonabl e to expect a cooperative managenent to do no hunting. However ,

t he consequent equity problens need to be nanaged carefully to protect the
legitinate interests of new and old nenbers and of nmanagenent. There is a
strong caution to nmnagers. If their concern for future growh and security
| eads to aggressive hunting that endangers the nmutual commtments of nenbers
and cooperatives, they endanger the cooperative in its special role in

soci ety and the Capper-Vol stead protections it has enjoyed.

Not es

1. "Sone of the greatest benefits of cooperatives arise from greater
stability of prices and returns, retaining decision naking authority at
the producer level, assuring producers of an outlet for their products
and assurance of input supplies" (Knutson, p. 11).

2. Because farmers united to forma cooperative, they may feel that they
are the cooperative. They, as owners, are an inportant part of the
cooperative, just as cooperative managenent and cooperative boards al so
are inportant parts. Together, they forman organization which both
legally and operationally is an entity separate fromeach of them
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3. Schaars expressed this idea nmany years ago in his argunent that the
cooperative is the 'agency" of its menbers.

4, See the definition of econonmics of scope and an extensive discussion of
the attributes of multiproduct cost in Baunol, Panzar, and WIlig.
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